§1.662(c)-3

which the amount is included in the
gross income of the beneficiary for his
last taxable year or in the gross in-
come of his estate is determined by the
computations under section 662 for the
taxable year of the estate or trust in
which his last taxable year ends. Thus,
the distributable net income and the
amounts paid, credited, or required to
be distributed for the taxable year of
the estate or trust, determine the ex-
tent to which the amounts paid, cred-
ited, or required to be distributed to
the beneficiary are included in his
gross income for his last taxable year
or in the gross income of his estate.
(Section 662(c) does not apply to such
amounts.) The gross income for the
last taxable year of a beneficiary on
the cash basis includes only income ac-
tually distributed to the beneficiary
before his death. Income required to be
distributed, but in fact distributed to
his estate, is included in the gross in-
come of the estate as income in respect
of a decedent under section 691. See
paragraph (e) of §1.663(c)-3 with respect
to separate share treatment for the pe-
riods before and after the death of a
trust’s beneficiary.

§1.662(c)-3 Termination of existence
of other beneficiaries.

If the existence of a beneficiary
which is not an individual terminates,
the amount to be included under sec-
tion 662(a) in its gross income for the
last taxable year is computed with ref-
erence to §§1.662(c)-1 and 1.662(c)-2 as if
the beneficiary were a deceased indi-
vidual, except that income required to
be distributed prior to the termination
but actually distributed to the bene-
ficiary’s successor in interest is in-
cluded in the beneficiary’s income for
its last taxable year.

§1.662(c)-4 Illustration of the provi-
sions of sections 661 and 662.
The provisions of sections 661 and 662
may be illustrated in general by the
following example:
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Example. (a) Under the terms of a testa-
mentary trust one-half of the trust income is
to be distributed currently to W, the dece-
dent’s wife, for her life. The remaining trust
income may, in the trustee’s discretion, ei-
ther be paid to D, the grantor’s daughter,
paid to designated charities, or accumulated.
The trust is to terminate at the death of W
and the principal will then be payable to D.
No provision is made in the trust instrument
with respect to depreciation of rental prop-
erty. Capital gains are allocable to the prin-
cipal account under the applicable local law.
The trust and both beneficiaries file returns
on the calendar year basis. The records of
the fiduciary show the following items of in-
come and deduction for the taxable year 1955:

RENTS oo $50,000
Dividends of domestic corporations 50,000
Tax-exempt interest ............... 20,000
Partially tax-exempt interest .. 10,000
Capital gains (long term) 20,000
Depreciation of rental property . 10,000
Expenses attributable to rental income . 15,400
Trustee’s commissions allocable to income ac-

COUNE .t 2,800
Trustee’s commissions allocable to principal ac-

COUNE v 1,100

(b) The income for trust accounting pur-
poses is $111,800, and the trustee distributes
one-half ($565,900) to W and in his discretion
makes a contribution of one-quarter ($27,950)
to charity X and distributes the remaining
one-quarter ($27,950) to D. The total of the
distributions to beneficiaries is $83,850, con-
sisting of (1) income required to be distrib-
uted currently to W of $565,900 and (2) other
amounts properly paid or credited to D of
$27,950. The income for trust accounting pur-
poses of $111,800 is determined as follows:

RENLS ..ot $50,000
Dividends . . 50,000
Tax-exempt interest . 20,000
Partially tax-exempt interest .. . 10,000
Total oo 130,000
Less:
Rental expenses ............cccccecu.e. $15,400
Trustee’s commissions allocable
to income account ................... 2,800
18,200
Income as computed under
section 643(b) .......ccceueeee 111,800

(c) The distributable net income of the
trust as computed under section 643(a) is
$82,750, determined as follows:

RENES .eviiitiiiitie ettt e e e te e et e e et e e ete e e s e e ebe e e abeesbbeesbeeeaaeeabeeetbeebeeeaeeebeeeabeeetseenreenreen $50,000
Dividends ........cccccoeeiivenne 50,000
Partially tax-eXempt iNTEreSt ...........cccoviiiiiiiiniiiici e 10,000

Tax-exempt interest

Less:

Trustee’s commissions allocable thereto (20,000/130,000 of $3,900) ....
Charitable contributions allocable thereto (20,000/130,000 of $27,950) .
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